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PRESIDENT 'S MESSAGE 


Even though Fairmont Resources Inc. has been in existence as a 
corporation since 1987, 1993 was an historic year for the Company. 
In December 1992, the remaining depleted oil and gas assets were sold. 
As of January 1, 1993, Fairmont’s only asset was an interest in commer- 
cial real estate in the United States. 

In 1993, the board of directors became determined to make 
Fairmont an aggressive junior oil and gas company. The focus of 
increasing shareholder value is at the heart of its mission statement, 
which states: 

To increase shareholder value through exploration, 
development, acquisition and divestment of oil and gas 
assets; while conducting business in the highest of ethical 
standards. 

With a clean slate, Fairmont embarked immediately to raise capital 
and to evaluate and acquire properties. The immediate focus of the 
Company was on natural gas properties notwithstanding oil prospects. 
In pursuit of this focus, the Company became involved in six major areas 
located in Western Canada: Bigstone, Brooks, Namaka, Niton, Red Rock, 
and Wintering Hills. 

Fairmont has grown not only in quality assets but quality person- 
nel. Clearly, the competitive advantage 
for the Company is the experienced, 
dedicated team, which has positioned 


Fairmont for well managed growth. 


¢ Raised $2,167,072 through 


several separate private placement 
financings. 
¢ Natural gas production from zero 


to 2.2 Mmcf/d. 


¢ Oil and liquids production from zero to 53 Bbls/d. 

* Increased land holdings (developed and undeveloped) 
totaling 59,061 gross acres and 9,107 net acres. 

* Reserves (as estimated by management) of natural gas 
(proven and probable) from zero to 17,571 Mm¢c. 

° Reserves (as estimated by management) of oil and natural 
gas liquids (proven and probable) from zero to 663,000 barrels. 

¢ During 1993 the Company spent $4,735,000 on capital 
projects. 

¢ As a benchmark, the Company concludes that the 1993 
Finding Costs (per Barrel of Oil equivalent) is well below industry 
average at $1.30. 

In 1994, the Company will continue to raise capital for future 
projects both in Canada and internationally, and to exploit the 
current assets developed in its first year of operation. 

In closing, | wish to thank all the management and staff for 
their dedication, team work and perseverance in this re-creation 
year of Fairmont Resources Inc. Their efforts are earnestly 


appreciated. 


Allan J. Kent 
President 
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EXPLORATION AND DEVELOPMENT 


Starting 1993 with zero oil and gas properties and production, the six major areas are defined as follows; | wt40) 3.48 | Ss 


BIGSTONE 

To date, this is the Company’s most prosperous area. The drilling 
that took place in the first part of 1993, encountered rich natural gas 
reserves in the Dunvegan geological formation. The Dunvegan pool is 
classified as a new pool discovery. The Company participated in the 
drilling and reentry of seven (7) test wells resulting in an average 
interest of 26.7% in six (6) natural gas wells. Two (2) further test wells 
are planned in 1994. 

Fairmont has a 7.8% interest in the Bigstone West Gas Plant (cur- 
rently under construction) which is scheduled to be operational by early 
fall of 1994. The Bigstone West Gas Plant is currently designed to proc- 
ess 65 Mmcf/d, together with 2,600 Bbls of natural gas liquids per day. 


By mid 1994, Fairmont’s investment in the Bigstone area is 


expected to be in excess of four (4) million dollars. 


BROOKS 
In the first quarter of 1993, the Company acquired 
twenty-nine (29) producing shallow natural gas wells located on 


five (5) sections (3,200 acres) of land in southeast Alberta. 


Present-day production is 1.5 Mmcf/d. Fairmont’s working 


interest averages 37% in these wells. Supplementary to the wells, 


Fairmont has an undivided 45% interest in the related gathering 
system, compression and dehydration facilities servicing these 


lands. 


NAMAKA 


The company has entered into farmout agreements which cover a 


total of 9,251 gross acres. Fairmont’s working interest in this area varies 


ee : 
Bladdobt indian Reserve areas of exploration and development activity. The Company will be 


| from 6.25% to 25%. In 1994, Namaka will be one of Fairmont’s major 


conducting an extensive seismic program throughout the area in the é 


early summer of 1994. The results of this seismic program along with 


land acquisitions will lead to an exploration and development drilling 


program in late summer of 1994. The wells will be located in areas with 


multiple zone potential. 


MAPLEGEND: X%GasWell [CJ @ OilWell © Location Well 


RED ROCK 

Throughout the year, the Company participated in the drilling 
of seven (7) infill oil wells in the Red Rock Chinook Unit #1. Since 
acquisition, the gross production from the unit has increased 
seventy percent (70%) from four hundred and seventy barrels per 
day (470 Bbls/d) to eight hundred barrels per day (800 Bbls/d) of 
which Fairmont’s share is 18 Bbls/d. Fairmont holds a 2.25% 
working interest in the Unit. In the 29 unit oil wells, the quality of 
the oil is light sweet at 45° API with low production declines 


which will result in a long life for the reserves. 


D&A [EZ] Fairmont Lands 


NITON 

Prior to the summer, the Company entered into a farmout 
agreement whereby Fairmont would drill an exploratory well to test the 
Devonian Age Winterburn Group geological formation. Even though 
the well was dry, the Company earned an 8.94% interest in the test well 
Spacing unit and 2,720 adjacent gross acres, plus the option to earn 
similar interests in an additional 13,280 gross acres. On top of the 
earned interest, Fairmont obtained valuable data from the test well and 
when combined with new seismic information, the probability of drilling 


future successful wells should be dramatically increased. 


WINTERING HILLS 


Located in southeastern Alberta, the company participated in the 
drilling or completion, tie-in and production of forty-eight (48) shallow 
natural gas wells. The completed zones are the Belly River, Medicine Hat 
and the Second White Specks. The Company earned a twenty-five 
percent (25%) interest in all the wells and lands. Due to the success 
ratio, the gas plant and gathering system cannot handle all of the 
production. Therefore, gross production is limited to 4.3 Mmcf/d. Steps 


are being taken to alleviate the operational restrictions. 
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1993 OPERATIONS ACTIVITY 


TOTAL GAS OIL D&A 
Wells Gross Net Gross Net Gross Net Gross Net 
Drilled 
Exploratory 4 0.9 = = = = 4 0.9 
Development 258) di2:2 48 Ps es 0:2 Ls oS 
59 13.1 48 _12 _7 02 _4 as 
Re-entered or completed 6 LE 6 = = = 
Acquired mee) py irs! S037. _22 0.4 Sacer: fa! 
SSS eeal2.7 Ber: pies 722 aod = aS 
Total 118 25.8 _85 24.3 _29 _0.6 pee 0.9 


LAND HOLDINGS 


For its first year of operations, Fairmont has amassed a good land 


position. The land holdings are illustrated below: 


Total Acreage Gross Net 
Undeveloped 35,063 4,591 
Developed 23,998 4,516 


Total 59,061 9,107 


CAPITAL EXPENDITURES 


The detailed expenditures are as follows: 


Land and geological $1,071,000 
Drilling 1,775,000 
Completion 1,242,000 
Gathering and facilities 642,000 


Total Expenditure $4,735,000 
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1993 OPERATIONS ACTIVITY 


RESERVES 


For its first year of operation, the Company had unforeseen growth with respect to reserves. 
Fairmont stresses that these reserves are estimated by management. 


Natural Gas Oil and Liquids 
(Mmcf) (MbbIs) 

Proven 
Producing 4,819 WAS 
Non-Producing 11,110 478 
15,929 593 
Probable 1,642 70 
Total Reserves 17,571 663 


PRODUCTION 


In light of the two to three year lead time for natural gas to be 
explored, tied-in, processed and sold to the market, Fairmont is 
pleased to report the natural gas production at 2.2 Mmcf/d and 53 
Bbls/d of oil and natural gas liquids at December 31, 1993. 


Management (by estimation) would like to state that if Fairmont 
did not have any future exploration or development success, the 
Company would exit 1994 with production of 8.0 Mmcf/d and 
288 Bbls/d. 
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1994 QUTLOOK 


Based on the solid success of 1993, Fairmont views the future 
with excitement and optimism. Notwithstanding the oil price vola- 
tility and the slow recovering economy, Fairmont will continue with 
the same philosophy of prudent aggressive growth by drilling, 
exploring and exploiting the Company’s land base. At the same 
time, the Company will meticulously evaluate potential acquisitions 
and other “deals” not only in Canada but internationally. 

Fairmont has budgeted $5.0 million 
in capital expenditures for the 1994 
fiscal year. These funds will be employed 
to build gathering systems and facilities, 
to bring existing wells into production, to 
drill additional reserves at Bigstone, 
Namaka and Wintering Hills, together 
with seismic acquisition and land 
assembly. The Company also intends to 
augment its capital requirements by 
preparing and completing an “Offering 


Memorandum” by the summer of 1994. 


Most importantly, Fairmont will expand its technical and manage- 
ment team in order to meet the upcoming years challenges. 
In 1994, the only oil and gas companies who will successfully 


develop will be the ones who maximize every dollar of revenue and 


minimize every dollar for expenses. Fairmont not only intends to grow 


but flourish in 1994. 
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AUDITORS’ REPORT 


To the Shareholders of 


Fairmont Resources Inc. 


We have audited the balance sheet of Fairmont Resources Inc. as at December 31, 1993 and the statements of earnings and retained earn- 
ings and changes in financial position for the year then ended. These financial statements are the responsibility of the Company’s management. 


Our responsibility is to express an opinion on these financial statements based on our audit. 


We conducted our audit in accordance with generally accepted auditing standards. Those standards require that we plan and perform an 
audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles 


used and significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these financial statements present fairly, in all material respects, the financial position of the Company as at December 31, 
1993 and the results of its operations and changes in its financial position for the year then ended in accordance with generally accepted account- 


ing principles. 


MAAC . 


Calgary, Alberta 
March 9, 1994 Chartered Accountants 
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STATEMENT OF CHANGES 


INANCIAL Posr 
Year Ended December 31 ae 


Cash derived from (applied to) 
Operating 

Net earnings 

Depreciation and depletion 


Site restoration costs 


Financing 
Proceeds from long-term debt 
Repayment of long-term debt 
Issuance of common shares for cash, net of issuance costs 
Issuance of common shares for acquisitions of 


petroleum and natural gas properties and equipment 


FAIRMONT RESOURCE INC. 


NOTES TO THE FINANCIAL STATEMENTS 
DECEMBER 31, 1993 


1.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Petroleum and natural gas properties and equipment 

The Company follows the full cost method of accounting for petroleum and natural gas properties and equipment as 
prescribed in the Guideline of Full Cost Accounting in the Oil and Gas Industry, which was issued by the Canadian Institute of 
Chartered Accountants. 

All costs of exploring for and developing oil and gas reserves are capitalized, including land acquisition costs, geological 
and geophysical costs, carrying charges on non-producing properties, costs of drilling both productive and non-productive 
wells, production equipment costs and overhead expenditures related to exploration and development activities and 
construction project costs. Such costs are depleted and depreciated on the unit-of-production method based on estimated gross 
proved reserves of oil and natural gas. Oil and natural gas production and reserves are converted into equivalent units based 
upon estimated relative energy content. 

The capitalized costs less accumulated depletion, depreciation and deferred taxes are limited to an amount equal to the 
estimated net revenue from proved reserves (based on prices and costs at the balance sheet date) less estimated future general 
and administrative expenses, financing costs and taxes. 

Certain of the exploration and production activities of the Company are conducted jointly with others and these financial 
statements reflect only the Company’s proportionate interest in such activities. 

A provision for site restoration costs (net of expected recoveries) is made if the costs can be reasonably determined. 

This provision, which is based on current estimates, standards and technology, is accrued over the useful life of the resource 


properties using the unit-of-production method. 


Depreciation 
Depreciation is provided using the declining balance method of accounting at the following annual rates: 
Office furniture and fixtures 20% 
Building 5% 


Earnings per share 
The Company has utilized the weighted average method of calculating the earnings per share. 


FAIRMONT RESOURCE INC. 


NOTES TO THE FINANCIAL STATEMENTS 


December 31, 1993 


2.PROPERTY AND EQUIPMENT 


Cost 


Commercial real 

estate property $ 239,770 
Petroleum and 

natural gas 


properties and 


equipment 4,427,509 
Office furniture 

and fixtures 10,248 

$ 4,677,527 


Accumulated 


Depletion and 


Depreciation 


$ 7,782 
82,709 
171 


$ 90,662 


1993 


Net Book 


Value 


S$ 231,988 


4,344,800 


10,077 


S 4,586,865 


1992 


Net Book 


Value 


S$) 239270 


$ 2397270 


During the year the Company capitalized overhead expenditures related to exploration and development activities in 


the amount of $53,007 (1992 - $NIL). 


3.LONG-TERM DEBT 


Production loan due May 1, 1996 payable in monthly 


principal instalments of $50,000 commencing February 


1, 1994 and interest calculated at prime plus 1.5% 


secured by various petroleum and natural gas leases. 


Mortgage payable, 16% due June 17, 1994 payable in 


monthly interest instalments only of $1,000 U.S., 


secured by the commercial real estate property. 


(The Company intends to refinance with long-term 


refinancing.) 


Less current portion 


1993 


$ 2,000,000 


95,303 


2,095,303 


(550,000) 


S$ 1,545,303 


Loo 

$ = 
95,305 

95>) 505 

$ 95,303 


FAIRMONT RESOURCE INC. 


NOTES TO THE FINANCIAL STATEMENTS 
December 31, 1993 


3.LONG-TERM DEBT (Continued) 


The principal payments due on the production loan over the next four years are as follows: 


1994 
O95 
1996 
997; 


4.CAPITAL STOCK 


$ 550,000 
600,000 
600,000 


250,000 


$ 2,000,000 


The Company was incorporated on February 12, 1987 under the Business Corporations Act (Alberta) with the 


following capital: 


Authorized: 


Unlimited number of common shares 


Issued: 
13,523,300 (1992 - 9,392,000) common shares 
Less issuance costs 


Write-down of stated capital (Note 5) 


a)During the year 


1993 


$ 3,408,922 
(21,912) 


(900,000) 


S$ 2,487,010 


1992 


1,236,700 
(16,762) 


1,219,938 


i) The Company issued 1,791,500 shares for cash, by way of private placements, at varying prices for a total 


consideration of $1,030,550, with warrants to purchase 1,791,500 shares at varying prices. 1,250,000 of these 


warrants were exercised during the year for a total consideration of $523,500. 


ii) The Company acquired petroleum and natural gas properties and equipment by way of issue of 289,800 shares 


at an ascribed value of $530,172. 


iii) The Company issued 800,000 shares for a total cash consideration of $88,000 upon the exercise of warrants 


outstanding from the previous year. 


FAIRMONT RESOURCE INC. 


NOTES TO THE FINANCIAL STATEMENTS 
December 31, 1993 


4.CAPITAL STOCK (Continued) 


b) At December 31, 1993 there are unexercised warrants to purchase a total of 631,500 common shares at varying 
prices for a total cash consideration of $781,500. These warrants expire on various dates from January 26,1994 
to December 1, 1994. (See Note 8.) 

©) At December 31, 1993 there are outstanding stock options for directors, management and senior officers of 


939,000 shares at $0.08 per share expiring January 15, 1998. (See Note 8.) 
The effect of issuance of the outstanding stock options and warrants are all anti-dilutive. 
5.WRITE-DOWN OF STATED CAPITAL 
On December 22, 1993 the shareholders passed a special resolution allowing the Company to reduce the stated 


capital of the Corporation by $900,000. This amount represents substantially the accumulated deficit of the Company 
as at December 31, 1992. 


6.INCOME TAXES 1993 1992 
Expected income tax expense of 44% S$ 65,847 $ 5225 
Add: depreciation and depletion 39,671 18,530 
Less: resource allowance (39,650) = 
COGPE (33,438) = 

CDE (300,326) = 

CCA (128,861) (4,819) 

Benefit of loss carry forward 361,109 (13,878) 

Other 35,648 (5,161) 

Income tax expense $ = $ = 


The Company has $788,523 of available loss carry forwards for income tax purposes which may be used to reduce 


future taxable income. The losses expire as follows: 


1995 $ 43,516 
1996 3,630 
1997 8,963 
1998 52,602 
2000 679,812 

$ 788,523 


a a a 


FAIRMONT RESOURCE INC. 


NOTES TO THE FINANCIAL STATEMENTS 
December 31, 1993 


6.INCOME TAXES (Continued) 


The Company has available the following costs which may be deducted in the prescribed manner against future 


taxable income at the annual rates indicated: 


$ Rate 
Canadian oil and gas property expense 683,963 10% 
Canadian exploration expense 407,694 100% 
Canadian development expense 1,592,636 30% 
Undepreciated capital cost 
Class 3 138,824 5% 
Class 8 9223 20% 
Class 41 796,448 25% 
Class 43 8,250 30% 


7.RELATED PARTY TRANSACTIONS 


a)The Company contracted services from a related party during the year for general and administrative, land, 
development and exploration expenses in the amount of $40,800. 


b)The Company subleases space on a month-to-month basis from the related party for a monthly fee of $600. 


8.SUBSEQUENT EVENTS 


a)Subsequent to December 31, 1993, certain warrants and options have been exercised resulting in the issuance of 
150,000 shares for a cash consideration of $15,000. 

b)On January 7, 1994 the Company reserved an additional stock option for senior officers and employees of 106,000 
shares at $1.00 per share expiring January 7, 1996. 

On January 27, 1994 the Company reserved a stock option for managers and senior officers of 350,000 shares at 
$1.00 per share expiring January 27, 1996. 

d)On January 27, 1994 the Company issued by way of private placement 130,000 shares at $.95 per share to 
directors, senior officers and employees for services rendered. 


9.CHANGE IN NON-CASH WORKING CAPITAL 1993 1O 92 
Accounts receivable S$ (312,807) $ (2,655) 
Advances to operators (119,764) (16,132) 
Accounts payable and accrued liabilities 517,544 36 
Due to related parties (4,746) = 


$s 80,227 S$) (18,751) 
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Abbreviations 
Bbis —barrels 
Bbls/d_ —barrels per day 
BOPD -—barrels of oil per day 
BOE —barrel of oil equivalent 

(1 Bbl = 6 mcf) 
BOEPD —barrels of oil equivalent per day 
mbblis —thousands of barrels 
mbblis/d—Thousands of barrels per day 
mcf —thousand cubic feet 
mcf/d —thousand cubic feet per day 
D&A _ -—drilled and abandoned 
mmcf  —million cubic feet 
mmcf/d —million cubic feet per day 
mBOE -—thousand barrels of oil equivalent 
API —American Petroleum Institute | 
ARTC —Alberta Royalty Tax Credit 


Metric Conversion Table 

To convert from To: Multiply by: 
Thousand cubic feet (mcf) gas Thousand aubic meters (E3m3) 0.028174 
Barrels (Bbls) oil Cubic meters (m3) 0.158910 
Miles Kilometers (km) 1.609000 
Acres Hectares (ha) 0.405000 
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